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Gregory Sharer Stuart P.A

Certified Public Accountants and Business Consultants

Independent Auditors Report

To the Board of Directors

Regal Securities Inc

Glenview Illinois

We have audited the accompanying statement of financial condition of Regal Securities Inc as of December 31

2011 that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934 This statement of

financial condition is the responsibility of the Companys management Our responsibility is to express an opinion

on this statement of financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

statement of financial condition is free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the statement of financial condition An audit also includes

assessing the accounting principles used and significant estimates made by management as well as evaluating the

overall financial statement presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material respects the

financial position of Regal Securities Inc as of December 31 2011 in conformity with accounting principles

generally accepted in the United States of America

Gregory Sharer Stuart P.A

St Petersburg Florida

February 24 2012

100 Second Avenue South Suite 600 St Petersburg Florida 33701-4336

727 821-6161 FAX 727 822-4573

www.gsscpa.com



REGAL SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

December 31 2011

ASSETS

Cash and cash equivalents 2160309

Receivables from broker-dealers 579419

Receivables from others 456850

Securities owned at fair value 465690

Furniture equipment and leasehold improvements net 387042

Other assets 151973

Total Assets 4201283

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accounts payable and accrued expenses 909827

Obligation under capital lease 113405

Income taxes payable 1328

1024560

Subordinated Borrowings 28608

Total Liabilities 1053168

Stockholders Equity

Common stock $10 par value authorized 50000 shares

issued and outstanding 2625 shares 26250

Additional paid-in-capital 1399750

Retained earnings 1722115

Total Stockholders Equity 3148115

Total Liabilities and Stockholders Equity 4201283

The accompanying notes are an integral part of these financial statements



REGAL SECURITIES INC

NOTES TO FINANCIAL STATEMENTS
December 31 2011

Note Nature of Business and Significant Accounting Policies

Regal Securities Inc Company is broker-dealer registered with the Securities and Exchange

Commission SEC and is member of the Financial Industry Regulatory Authority F1NRA The

Company is engaged in agency transactions in securities on behalf of customers and other related

activities The Companys customer securities transactions are cleared through two clearing broker

dealers Penson Financial Services Inc and RBC Capital Markets Correspondent Services on fully

disclosed basis

The Company operates under the provisions of Paragraphs k2i and ii of rule 5c3-3 of the

Securities and Exchange Commission and accordingly is exempt from the remaining provisions of that

rule Essentially the requirements of Paragraphs k2i and ii provide that the Company clear all

transactions on behalf of customers on fully disclosed basis with clearing broker-dealers and promptly

transmits all customer funds and securities to the clearing broker-dealers The clearing broker-dealers

carry all of the accounts of the customers and maintain and preserve all related books and records as are

customarily kept by clearing broker-dealers

Significant accounting policies are as follows

Use of estimates The preparation of financial statements in conformity with accounting principles

generally accepted in the United States of America requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets

and liabilities at the date of the financial statements and the reported amounts of revenues and expenses

during the reporting period Actual results could differ from those estimates

Cash and cash equivalents The Company considers all highly liquid debt instruments purchased with

original maturities of less than ninety days to be cash equivalents The Company maintains at various

financial institutions cash and cash equivalents which may exceed federally insured amounts at times and

which may at times significantly exceed reported amounts due to outstanding checks

Securities owned Securities are recorded at fair value in accordance with FASB ASC 820 Fair Value

Measurements and Disclosures Proprietary securities transactions in regular-way trades are recorded on

the trade date as if they had settled Profit and loss arising from all securities transactions entered into for

the account and risk of the Company are recorded on trade date basis Commission income and

expenses from customers securities transactions are reported on trade date basis

Furniture equipment and leasehold improvements Furniture and equipment are recorded at cost and

depreciated on accelerated methods over the estimated useful lives of the assets which range from to

years Depreciation expense on assets acquired under capital lease is included with depreciation expense

on owned assets Leasehold improvements are amortized on straight-line basis over the lease term



REGAL SECURITIES INC

NOTES TO FINANCIAL STATEMENTS
December 31 2011

Credit Risk Financial instruments that potentially subject the Company to concentrations of credit risk

consists principally of cash The Company places its cash with high credit quality financial institutions

However the Company occasionally maintains cash balances in excess of FDIC insured limits

Income taxes The Company with the consent of its stockholders has elected to be taxed under sections

of the federal income tax laws which provide that in lieu of corporate income taxes the stockholders

separately account for their pro rata shares of the Companys items of income deduction losses and

credits Therefore these statements do not include any provision for federal corporate income taxes The

Company is subject to state income tax in some state jurisdictions As of December 31 2011 the

Company does not believe it has any uncertain tax positions that would result in any material tax liability

The Companys open tax years for federal and state income tax purposes are 2007-20

Fair Value Measurements and Disclosures FASB ASC 820 defines fair value establishes framework

for measuring fair value and establishes fair value hierarchy which prioritizes the inputs to valuation

techniques Fair value is the price that would be received to sell an asset or paid to transfer liability in an

orderly transaction between market participants at the measurement date fair value measurement

assumes that the transaction to sell the asset or transfer the liability occurs in the principal market for the

asset or liability or in the absence of principal market the most advantageous market Valuation

techniques that are consistent with the market income or cost approach as specified by FASB ASC 820

are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three

broad levels

Level inputs are quoted prices unadjusted in active markets for identical assets or liabilities

the Company has the ability to access

Level inputs are inputs other than quoted prices included within level that are observable for

the asset or liability either directly or indirectly

Level are unobservable inputs for the assets or liability and rely on managements own

assumptions about the assumptions that market participants would use in pricing the asset or

liability The unobservable inputs should be developed based on the best information available in

the circumstances and may include the Companys own data

Substantially all securities owned by the Company are recorded at fair value using Level inputs



REGAL SECURITIES INC

NOTES TO FINANCIAL STATEMENTS

December 31 2011

Note Receivables from and payable to Broker-Dealers

The amounts receivable from and payable to broker-dealers at December 31 2011 consist of the

following

NOTE RECEIVABLES

Commission receivables from clearing brokers net of $47119 payable 443236

Deposits 136183

Net receivables from broker dealears 579419

Loans to registered representatives 159236

Other receivables 246510

Contingent liability recovery 48866

Interest receivable 2238

Total receivables from others 456850

In 2007 the Company instituted an incentive compensation program for the recruitment of new registered

representatives Under this program the Company made unsecured cash advances to new registered

representatives The advances are evidenced by promissory notes that call for 8% accrued interest and the

repayment of the advance is generally due within 36 months However if the registered representative

continues employment with the Company and meets other conditions the advances are forgiven and

treated as incentive compensation to the registered representative and as an expense to the Company The

above Loans to registered representatives represent the unforgiven portion of those advances

Note Furniture Equipment and Leasehold Improvements

Furniture equipment and leasehold improvements at December 31 2011 consist of

Leasehold

Office Unit Improvements Equipment Furniture Improvement Total

Cost 90000 31061 2182269 264301 45796 2613427

Accumulated depreciation 2019 564 1947878 261464 14460 2226385

Net 87981 30497 234391 2837 31336 387042

Depreciation expense for the year ended December 31 2011 amounted to $163854

Furniture Equipment and Leasehold Improvements include equipment acquired under capital leases with

cost of $455525 and net book value of $117608



REGAL SECURITIES INC

NOTES TO FINANCIAL STATEMENTS
December 31 2011

Note Employee Benefit Plans

The Company has SIMPLE IRA plan plan for its employees Employees are qualified to participate in

the plan after two years of service The Company matches 100% of each employees contribution up to

3% which is 100% vested Pension expense for the year was $59587

Note Securities Owned

Marketable securities owned consist of trading and investment securities valued at quoted market prices

in active markets as follows

19000 common shares of The NASDAQ Stock Market Inc $465.690

The increase in unrealized gain on these securities for the year ended December 31 2011 was $14820

The Company also owns nonmarketable securities comprised of stock purchase warrants that are subject

to restrictions and for which there is no established market Management believes because of these

restrictions and lack of marketability that these stock purchase warrants have nominal value

Note Commitments and Contingencies

The Company leases office space with the option to convert to short-term operating leases provided

sufficient time of notice is observed Minimum annual rentals under these leases exclusive of additional

payments which may be required for certain increases in operating and maintenance costs are as follows

Years ending December 31
2012 $168.084

The Company leases its phone computer and software system from CISCO Systems Capital Corporation

under capital lease The economic substance of the lease is that the Company is financing the

acquisition of the assets through the lease and accordingly it is recorded in the Companys assets and

liabilities The Companys lease provides for minimum lease payments and contains bargain purchase

option at the end of the five-year lease term

The following is schedule by years
of future minimum payments required under the lease together with

their present value as of December 31 2011

Years ending December 31

2012 146737

2013 24620

Total minimum lease payments 171357

Less amount representing

Executory costs maintenance taxes 51876
Interest expenses 6076

Present value of minimum lease payments 113405



REGAL SECURITIES INC

NOTES TO FINANCIAL STATEMENTS
December 31 2011

In the ordinary course of business the Company is involved in several arbitration cases brought by

customers alleging damages resulting from unsuitable and unauthorized trades by the Company The

Company has denied any liability and is vigorously defending these matters The Company believes that

the resolution of these matters will not result in any material adverse effect to the Companys financial

position

Indemnifications In the normal course of its business the Company indemnifies and guarantees certain

service providers such as clearing and custody agents trustees and administrators against specified

potential losses in connection with their acting as an agent of or providing services to the Company or its

affiliates The maximum potential amount of future payments that the Company could be required to

make under these indemnifications cannot be estimated However the Company believes that it is

unlikely it will have to make material payments under these arrangements and has not recorded any

contingent liability in the financial statements for these indemnifications

The Company provides representations and warranties to counterparties in connection with variety of

commercial transactions and occasionally indemnifies them against potential losses caused by the breach

of those representations and warranties These indemnifications generally are standard contractual terms

and are entered in the normal course of business The maximum potential amount of the future payments
that the Company could be required to make under these indemnifications cannot be estimated However
the Company believes that it is unlikely it will have to make material payments under these arrangements
and has not recorded any contingent liability in the financial statements for these indemnifications

Note Subordinated Borrowings

The borrowings under subordination agreements at December 31 2011 consist of 6% subordinated note

payable to Penson Financial Services Inc maturing January 2013 payable in monthly installments

commencing February 2007 Future maturities of this obligation are as follows

Years ending December 31

2012 26408
2013 2200

Total 28608

The subordinate borrowings are available in computing net capital under the SECs Uniform Net Capital

Rule To the extent that such borrowings are required for the Companys continued compliance with

minimum net capital requirements they may not be repaid

The carrying amount of subordinated borrowings approximates fair value due to borrowings at market

value



REGAL SECURITIES INC

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31 2011

Note Financial Instruments with OffBalance Sheet Risk

As discussed in Note the Companys customers securities transactions are cleared on fully disclosed

basis by its clearing broker-dealers The clearing broker-dealers carry all of the accounts of the customers

of the Company and are responsible for execution collection and payment of funds and receipt and

delivery of securities relative to customer transactions Off-balance sheet risk exists with respect to these

transactions due to the possibility that customers may be unable to fulfill their contractual commitments

wherein the clearing broker-dealers may charge any losses it incurs to the Company The Company seeks

to minimize this risk through procedures designed to monitor the creditworthiness of its customers and to

ensure that customer transactions are executed properly by the clearing broker-dealers

The Company does not anticipate nonperformance by customers or its clearing brokers In addition the

Company has policy of reviewing as considered necessary the clearing brokers with which it conducts

business

Note Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule Rule
5c3- which requires the maintenance of minimum net capital and requires that the ratio of aggregate

indebtedness to net capital both as defined shall not exceed 15 to Rule 5c- also provides that equity

capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to

At December 31 2011 the Company had net capital and net capital requirements of $2122002 and

$250000 respectively The Companys net capital ratio was .51 to at December 31 2011

Note 10 Related-Party

The Company is affiliated with Regal Advisory Services Inc through common management and

ownership The Company recognizes management fee revenues for payments received from customers of

Regal Advisory and pays these amounts over to Regal Advisory for providing these services For 2011
these revenues and offsetting expenses were $520000

Note 11 Subsequent Events

Management has evaluated subsequent events occurring up to and including February 24 2012 which is

the date the financial statements were available to be issued


